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TAX NEWS
TENNIE C. LEONARD, C.P.A., Memphis, Tennessee
Of paramount interest in tax circles since 
the last packet of Tax News was written 
has been the passage of the Revenue Act of 
1948 which became a part of our revenue 
laws on April 2nd, effective retroactively, 
so far as income taxes are concerned, to 
January 1, 1948. The fact that it grants the 
first substantial reduction in many years to 
individual taxpayers and will result in mil­
lions of erstwhile taxpayers in the lowest 
bracket being relieved of the necessity for 
filing any income tax returns, has been 
widely publicized.
Personal exemptions and credits for de­
pendents have been increased to $600; and 
individuals 65 and over get an additional 
exemption of $600. The allowance for the 
blind has been upped to $600 and changed 
from a deduction to the more advantageous 
status of an exemption. The maximum op­
tional standard deduction has been raised 
from $500 to $1,000 for single persons. The 
maximum total optional standard deduction 
will also be $1,000 for married couples.
The reduction of 12.6% in tax rates on 
incomes up to $2,000; of slightly more than 
7.4% on incomes ranging from $2,000 to 
$137,719.10, and of approximately 5% on 
larger incomes, has generally been consid­
ered cause for rejoicing, even though tax 
and budget experts generally predict that 
the reduction will be short lived. Govern­
mental fiscal experts have warned that it 
may be necessary to restore taxes, even 
above the 1946-47 rates, for the calendar 
year 1949.
While the reduction in individual tax 
rates is beneficial to all individual taxpay­
ers, greater benefits will be derived by tax­
payers in the middle and upper brackets 
from the “income splitting” provisions of the 
new law—the greater the disparity between 
the incomes of the husband and wife in the 
higher brackets, the greater the benefits. 
This has placed taxpayers in non-commu­
nity property states on a basis equal to that 
of the residents of community property 
states and has removed a gross inequity 
from our tax laws. We think Stanley Sur­
rey, formerly legislative counsel of the 
Treasury Department, who first advocated 
this move and whose “Surrey Plan” has 
been followed in the greater part in the 
new law, should receive proper recognition 
from the relieved taxpayers.
Much less widely advertised than the in­
come tax reductions are the changes made 
by the 1948 Act to estate and gift tax pro­
visions of the Code. Of the two, the estate 
and gift revisions may prove to be the more 
advantageous to taxpayers with large 
estates.
Prior to 1942, it was held that only one- 
half of the joint estate owned by married 
couples in community property states was 
taxable in the estate of the decedent, either 
husband or wife, and the remainder was 
the property of the surviving spouse. In 
1942 Congress amended the estate tax law, 
the practical effect being that even in com­
munity property states all of the community 
property was includible in the husband’s 
estate, if he predeceased the wife; or one- 
half of the estate was taxed in the wife’s 
estate if she died first, with proper allow­
ance, of course, for property acquired by 
either from non-community funds or from 
compensation for personal services.
The 1948 Act not only restores the bene­
fits of community property rights taken 
away by the 1942 laws, but grants the same 
advantages to taxpayers in non-community 
property states, and extends it to gift taxes. 
This is accomplished by what is called the 
“marital deduction,” which is allowed where 
any part of the deceased person’s estate 
passes, or has passed, to the surviving 
spouse. The property so passing is deduc­
tible in computing the net taxable estate to 
the extent that it is includible in the gross 
estate, with the limitation that the marital 
deduction may not exceed 50% of the ad­
justed gross estate. The estate tax changes 
apply to estates of decedents dying after 
December 31, 1947.
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For gift tax purposes, the community 
property status is effected by using the 
“gift splitting” provisions where the gift 
is from both husband and wife to a third 
party, and the marital deduction where the 
gift is from one spouse to another.
While newspapers generally, tax com­
mentators to a lesser degree, and even trust 
officers have apparently overlooked the 
drastic reduction in future estate tax levies, 
one group has not failed to grasp its signi­
ficance and is now endeavoring to turn it to 
the utmost advantage of their clients and 
themselves. We refer to our friends, the 
ever present life insurance salesmen, who 
were not slow to see that their fields had 
suddenly expanded.
Long handicapped by the elimination in 
1942 of the deduction from the gross estate 
of life insurance owned by the decedent and 
payable to named beneficiaries, life insur­
ance underwriters sometimes found it diffi­
cult to convince their clients of the advan­
tages of purchasing life insurance for the 
purpose of providing funds for the payment 
of the eventual estate tax, when such funds 
would also add to the burden of estate taxes 
to be met.
With the new 1948 Revenue Act making 
it possible, in effect, to reduce the taxable 
estate by one-half, and at the same time 
increasing the specific exemption, for prac­
tical purposes, from $60,000 to $120,000, 
estates previously subject to estate taxes 
will be exempt entirely in many instances. 
Those estates previously taxed at such rates 
that insurance was an expensive asset of 
the estate, may now be planned in such a 
way as to be taxed at rates so much lower 
than formerly that such estates can well 
pay the price for the liquidity afforded by 
life insurance.
At the same time, the increase in gift 
tax exemptions, resulting from application 
of the marital deduction and gift splitting, 
will enable many taxpayers to make sub­
stantial gifts without the payment of gift 
taxes. Later the donee, if a member of the 
family, may be convinced of the soundness 
of investing the money in insurance on the 
life of the donor—the suggestion, of course, 
should come from the insurance salesman, 
not from the donor.
Our life insurance friends are probably 
well aware, too, of the importance, at least 
to them, of one of the recommendations of 
the Staff of the Joint Committee on Internal 
Revenue Taxation. This Committee, which 
is assisting the House Ways and Means 
Committee in the preparation of the General 
Tax Revision Bill, expected to become law 
later during the present session of Congress, 
has proposed the elimination of the “pay­
ment of premiums” test introduced into the 
Internal Revenue Code by the 1942 law. 
This new section, which has been approved 
by the Ways and Means Committee, will 
provide that the taxability of the proceeds 
of life insurance policies, payable to specific 
beneficiaries, will be determined exclusively 
by whether or not the decedent possessed 
incidents of ownership in the policy at the 
time of his death, with due regard, of 
course, to the contemplation of death fea­
ture in the case of policies assigned. Such a 
change, in conjunction with the increased 
specific exemption on gifts from husband to 
wife, will enable taxpayers to make gifts in 
greater amounts and suggest or specify that 
such gifts be used for the purchase of in­
surance on the life of the donor.  
* * *
The 1948 Revenue Act with its “income 
splitting” feature has rendered useless 
schemes for dividing income between hus­
band and wife, but taxpayers (or tax prac­
titioners) will continue to devise plans for 
reducing income taxes still further by di­
viding income with other members of the 
family. Consequently, the cases dealing 
with the division of income are still of 
interest.
In a recent case an inventor owned sev­
eral patents on automobile repair machin­
ery. The inventor-taxpayer gave a corpo­
ration, of which he was president and an 
89% stockholder, non-exclusive contracts 
under which the corporation could manu­
facture and sell the patented machine 
subject to a royalty of 10% of the gross 
sales price. Taxpayer gave some of his 
contracts with his corporation to his wife.
The Tax Court held that the gift of the 
contract did not shift the royalty income 
from these contracts to the wife; the Cir­
cuit Court said that it did. The Supreme 
Court agreed with the Tax court and found 
that taxpayer had retained too many strings 
to his property. As an 89% stockholder of 
the licensee, taxpayer could have cancelled 
the contract when he desired, or could have 
regulated the royalties payable, since the 
contracts did not provide for a minimum 
royalty and did not require the manufac­
ture of any particular number of machines. 
In addition, taxpayer remained the owner 
of the patents and could have licensed 
others, since the agreement was non-ex­
clusive.
In its decision, the Supreme Court 
brushed aside the issue of whether the con- 
(Continued on page 13)
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Ineffective communication is a universal 
weakness, but it stands out like the north 
star on a clear night, with those who have 
to express the product of their efforts by 
the medium of the pen. You will find audi­
tors who can do an excellent job so far as 
performing an audit is concerned, but when 
their work is completed and they face the 
problem of rendering a formal report on 
their examination, they fall from the pin­
nacle of professionalism to the depths of an 
amateur. And I would like to emphasize 
that this weakness is not limited to auditors 
alone. The most striking defect in the aver­
age professional man is his inability to con­
vey his thoughts, correctly, clearly, con­
cisely, courteously, and with character to 
his composition. These are the five C’s of 
report writing.
During the past year I have talked with 
many directors of auditing staffs and they 
all tell me that their biggest problem is to 
find auditors who can construct a satisfac­
tory report.
While I feel it is, primarily, the individu­
al’s responsibility to qualify himself in this
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tracts or the patents were the income-pro­
ducing property, and held that the decisive 
question was whether the taxpayer had re­
tained sufficient power and control over the 
assigned property to make it reasonable to 
regard him as the owner of all rights which 
he had prior to the assignments and the 
real recipient of the income. Joseph Sun­
nen, U. S. Sup. Ct., April 5, 1948.
The decision leaves undecided what the 
result would have been if the license agree­
ment had been an exclusive one with a 
completely independent corporation. If the 
patents were held to be the income-produc­
ing property, the royalties would be taxed 
to the husband on the ground that there 
had been only an assignment of income.
* * *
Heloise Brown has sent us a copy of a 
bulletin published by the Investment Bank­
ers Association of America calling attention 
to the fact that the Bureau of Internal 
Revenue has recently modified one of the 
provisions of I.T. 3828, issued in December, 
1946, which held that “a dealer in securities 
may treat as capital assets, as defined in 
Section 117(a) (1) of the Internal Revenue 
Code, securities acquired for investment 
purposes, provided it is established ... (1) 
important subject, I also feel that our 
schools and colleges have been extremely 
backward in developing effective courses 
in communication.
Human relations is another subject that 
few persons have mastered sufficiently to 
use it effectively. Superior contact ability 
is a quality that most executives seek in 
filling important positions. It is a qualifi­
cation that is essential to successful 
auditing since the auditor’s work involves 
conferences and interviews with all strata 
of personnel from the president of a com­
pany down to the office boy and factory 
worker.
A person with a pleasing personality, 
highly effective in human relations, and 
possessing a superior ability in communica­
tions, already has 70% of the necessary 
requirements for success, whether it be in 
auditing or some other professional activity. 
As important as technical knowledge may 
be, and it is important, very important, it 
constitutes only about 30% of the qualifica­
tions necessary for more than mediocre 
success.
The auditor with good technical training 
and experience plus a superior ability in 
communications and human relations is al­
ways in demand at an attractive salary.
that such securities are acquired and held 
for investment and are not part of those 
held for sale to customers, and (2) they are 
not of a type ordinarily sold to the dealer’s 
customers.”
It was the second clause that worked a 
hardship on firms which have been both 
dealers and investors in the same type of 
securities, and which had actual or poten­
tial gains in their investment portfolios.
On February 23, 1948, the Bureau issued 
I.T. 3891, modifying I.T. 3828 by now rul­
ing that “where securities are acquired and 
held by a dealer in securities solely for in­
vestment purposes, such securities will be 
recognized as capital assets . . . even though 
such securities are of the same type or of 
a similar nature as those ordinarily sold 
to the dealer’s customers.”
CONGRATULATIONS TO 
DOROTHY OTTOWAY
The May issue of the Mid Western Banker 
contains a news item about the appointment 
of Dorothy Ottoway, C.P.A., a member of 
AWSCPA, as manager of the credit depart­
ment of the Marshall & Ilsley Bank, Mil­
waukee. Miss Ottoway has been with the 
bank since her graduation from the Uni­
versity of Wisconsin in 1938.
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